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Study Mandate

In July 1998, the Commission directed staff to
complete a review of VDOT’s administration of the
contract for providin g maintenance on portions of

the interstate system

An interim report found that:

e VDOT had not fully implemented a system to evaluate
the contractor’s performance

e No documented analysis of cost effectiveness had been
completed to support VDOT’s projections of cost

savings




Study Issues

s Can VDOT adequately evaluate the contractor’s
performance in maintainin g the interstate
highways in compliance with contractual
requirements?

= Can VDOT determine whether the interstate asset
management contract is cost effective?




Study Activities

Structured interviews with VDOT and contractor
staff

Site visits to two of the contractor’s field offices

Analysis of VDOT's evaluations of the contractor’s
maintenance performance

Observation of maintenance work on the interstate

Document reviews




Summary of Findin gs

= Since the interim report, VDOT has made
significant pro gress in evaluatin g performance
and measurin g cost effectiveness of the contract

s VDOT has implemented an annual process for
evaluatin g the contractor’s performance and uses
field staff to monitor the contractor’'s work on a
continuin g basis

Evaluation of contractor performance could be
more useful if conducted quarterly, rather than
annually, and other enhancements are needed




Summary of FiIndin gs (cont)

s While VDOT has some useful information on cost
effectiveness from a study by Vir ginia Tech, it
needs to also complete its comparison of

contractor costs and the actual costs for VDOT
maintenance
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Contract Procurement

VMS, Inc. submitted unsolicited proposal for
maintenance of the entire interstate system in
October 1995 under provisions of the PPTA

Competitive proposals were solicited from VMS
and other firms by VDOT as required by the PPTA

Subsequent ne gotiation between VDOT and VMS
modified proposal to include only portions of 1-95,
1-81, I-77, and 1-381

Contract was si ghed December 1996, with the first
phase of implementation on July 1, 1997




Contract Is for Asset Mana gement

= Scope of the contract:

e Total asset mana gement (maintain to established
standards -- not accordin g to quantities of materials or
work)

e VMS functions as VDOT’s asset mana ger, with
subcontracts for various maintenance activities -- VMS
does a minimal amount of work directl vy

e Five and one-half years

e Implementation phased in over two years




Phased Im plementation of Contract

Implementation of VMS Responsibility
[]vms - Implemented July 1, 1997
] vMms - Implemented July 1, 1998
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Examples of Interstate Assets
Covered Under the Contract

= Pavement = Drainage
e Paved asphalt lanes e Box culverts

e Paved concrete lanes e Pipes

e Paved shoulders e Curb and gutter

_ e Paved ditches
s Roadside

e Grass = Traffic

e Litter e Signals

e Fencing e Signs

e Guardrail

e Pavement markin gs
e Pavement messa ges

= Brid ges
e Deck and joints
e Substructures
e Retainin g walls




Contract Pa yments

= Interstate asset mana gement contract is a fixed-
price contract

= Payments total $131.6 million for the life of the
contract, paid in annual amounts

= Contractor’s return on equity is limited to 125
percent of return on equity for corporations with
assets between $1 million and $5 million as set
out in the Almanac of Business and Industrial
Ratios




Contract Pa yments (cont)

Fiscal Year Contract Payment
1997 $ 4.9 million
1998 $ 11.3 million
1999 $ 31.0 million
2000 $ 28.6 million
2001 $ 28.0 million
2002 $ 27.8 million

Total $131.6 million




Contract Is a Pilot Pro ject

= VDOT implemented interstate asset mana gement
contract as a pilot project:

e Recoghnizes potential of approach which is untested
e Provides VDOT opportunit vy to test:
(1) qualit y of service

(2) cost effectiveness

= VDOT must complete its evaluation of the pilot by
November 2001 to give contractor notice of
renewal
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VDOT Process to Evaluate Performance

= VDOT has established a basic process for
evaluatin g the contractor’s performance:

e Annual performance review b y an independent contractor
e Monitorin g of contractor work b y five field coordinators

e Review of the contractor’'s bud gets, workplans, monthl y
reports, and other documentation

e Public comments and complaints




Annual Evaluation of Performance

= In accordance with the current contract, VDOT
completes an annual evaluation of contractor
performance

= Evaluation is based on a sample of hi ghway
segments, for which all assets are evaluated by
an independent contractor

m Assets in 37 cate gories are measured a gainst
established performance criteria and compared to
a target percenta ge of compliance




Contractor Had Concerns with FY 1998
and FY 1999 Evaluations

m Contractor raised concerns about the evaluations
for FY 1998 and FY 1999:

e VDOT used a pre-existin g evaluation instrument that was
not modified to reflect the specific requirements of the
contract

e Baseline used b y VDOT was flawed because assets
maintained b y contractor were not in the condition VDOT
represented prior to contract award -- contractor had to
Improve assets before the y could be maintained to tar get
levels

= VDOT and contractor have worked to modify the
evaluation to more fairly represent the
contractor’s performance




Periodic Evaluations Could
Be More Effective

Annual evaluation may not capture seasonal and
other variations in performance

Contractor evaluates own performance three
times a year to account for seasonal variations in
work

VDOT evaluation could be more effective if
performed periodically durin g the year, capturin g
changes in performance over time

VDOT and contractor could jointly administer
Independent evaluations to reduce costs




Monitorin g by VDOT Field Coordinators

= Monitorin g of contractor work on a daily basis is
performed by five VDOT field coordinators

= Each field coordinator monitors 50 miles of
Interstate maintained by the contractor

s Coordinators prepare weekly reports on the work
they have observed




Performance Monitorin @
Could Be Im proved

= Overall, monitorin g by field coordinators appears
to provide an appropriate level of oversi  ght of the
contractor’'s performance on a routine basis

= VDOT has not established adequate guidelines for
the weekly reports completed by field
coordinators

m Lack of comprehensive guidelines contributes to
Inconsistencies in the content of reports and
scope of monitorin g performed




Recommendations

= VDOT should consider usin g quarterly
evaluations of contractor performance for future
asset mana gement contracts

= VDOT should establish specific requirements for
the weekly reports completed by the field
coordinators
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Cost Effectiveness

s An assessment of the cost effectiveness of the
asset mana gement contract is important because
VDOT expects the contract to provide better
service at lower cost than normal VDOT
maintenance

For asset mana gement contracts, cost
effectiveness can be evaluated by comparin g the
amounts paid to the contractor with the actual

costs incurred by VDOT for similar maintenance

on the interstate hi ghways




Prior Evaluations of Cost Effectiveness
Are of Limited Usefulness

= VDOT projected $23 million in savin gs at the time
the contract was approved

e Based on pro jections and forecasts, not actual VDOT
Costs

e Not adequatel y documented

= Contractor has proposed a statewide comparison
of VDOT bud get for maintenance with the
contractor’s costs on a per-lane-mile basis

e Relies on bud geted amounts, not actual costs

e Based on several assumptions that are not supported b
data or anal ysis




Current VDOT A pproach

= In the summer of 2000, VDOT implemented a
process to evaluate cost effectiveness:

e Study by Virginia Tech, which focuses on bid costs

e Comparison of the contractor’s costs with maintenance
cost data from VDOT’s financial s ystems

= Virginia Tech study covers a sin gle portion of
costs, but does provide useful information

» VDOT analysis may be more useful because it
uses actual costs and controls for many of the
erroneous assumptions included in earlier
estimates of cost effectiveness




Recommendations

= Given the time requirements for renewal of the
asset mana gement contract, VDOT needs to
complete its analysis of cost effectiveness by
June 2001

Expansion of asset mana gement could have
significant impacts on the VDOT maintenance
bud get and pro grams, so the department should
share the findin gs of its analysis with the
transportation committees of the General
Assembly




